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ABSTRACT 



This report presents a proposal for the 
establishment of the Educational Opportunity Bank as an agency of the 
Federal Government, authorized to borrow money at going government 
rates, and to lend money to postsecondarv students regardless of the 
student's resources. The Bank is to recoup the loans through annual 
payments collected in conjunction with the borrower's future income 
tax. Its objectives are to increase: (1) the total financial 

resources available for undergraduate education: (2) the freedom of 

individual institutions to set their own priorities; (3) the 
viability of private institutions of higher learning; (4) the number 
of students from low-income families attending college: (5) the 

probability of good matching of students from low - and middle-income 
families with institutions suited to their needs; (6) the extent to 
which students can take responsibility for their own education. The 
Bank aims to reduce demands by middle-income parents that 
expenditures on their children's higher education be made tax 
deductible, and the disparities in opportunity between rich and poor 
states. Possible disadvantages and alternatives to the Bank are 
discussed, as well as problems that will require further study. 
Financial calculations concerning the operation of the Bank are given 
in the appendix. (AF) 
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Chairman's f oreword 



I am pleased to present on behalf of the Panel on Educational Innova- 
tion this proposal to set up a novel loan program to help students pay for 
their education beyond secondary school. The Panel believes that the plan 
has many virtues as outlined in the proposal beyond the primary one of pro- 
viding loans for which repayment is contingent on the borrower’s later 
ability to pay. But three strike me as having transcending importance. 

1. The Bank would make it possible for any student to pay his own 
way, if necessary, at any college, university, or other postsecondary 
institution to which he could gain admission. At the same time, this 
proposal does not Interfere with support of education by local, State, 
or Federal Governments. Further, in no way does this program abrogate 
the right of any future Congress, or force on it the need, to appro- 
priate funds if it does not wish to do so. 

2. Large government programs, whether they entail grants, sub- 
sidies, scholarships, or other allocations, are most easily administered 
when there is no need for discrimination among recipients. Our pro- 
posed program requires no one to decide between the rich and the 
poor, or among the merits of various cities, States, institutions, etc. 
It needs no peer-group evaluations, no political pressures, no com- 
promises among the various aspects of civil rights. 

3. If this borrowing program became popular and if a substantial 
portion of higher education were in fa,ct paid for by tuition and sub- 
sistence charges, the flexible funds of private foundations might be used 
in flexible ways for innovation, improvement, research and develop- 
ment, and in the future might result in a better understanding of the 
processes of learning and of education. 

Jerrold R. Zacharias, 
Chairman, Panel on Educational Innovation. 
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Recommendation 



The Panel recommends establishment of a bank, which might be called 
the Educational Opportunity Bank (Ed Op Bank), as an agency of the 
Federal Government . In order to obtain funds, the bank should be au- 
thorized to borrow money at going Government rates. It should be au- 
thorized to lend money to postsecondary students, regardless of the 
student’s resources . A student should be able to borrow enough money to 
cover his tuition, costs, and subsistence at whatever college , university , or 
other post secondary institution he is admitted to. The Bank would recoup 
these loans through annual payments collected in conjunction with the 
borrower’s future income tax . At the time a loan was granted, the borrower 
would pledge a percentage of his future income for a fixed number of years 
after graduation . The Panel recommends that the number of years for re- 
payment be 30, or perhaps 40, years . This period would be a fixed term for 
all borrowers . The percentage of income pledged would be proportional to 
the amount borrowed . Preliminary estimates are that the Bank could be 
self-sustaining if it charged borrowers 1% of gross income over 30 years 
for each $ 3,000 borrowed . 

This might be considered not a “loan program” at all, but a device for 
enabling students to sell participation shares in their future incomes. For 
purposes of clarity we refer to the proposal as one for “contingent- repayment 
loans” and to present programs as “fixed-repayment loans.” Contingent- 
repayment loans have three principal advantages to the individual over 
present fixed-repayment programs: 

1. No student borrower would have to worry about a large debt he 
could not repay. If he entered a low-income calling, or were unsuccess- 
ful in a normally affluent one, his obligation to the Bank would de- 
crease proportionately to his income for that period. (Indeed, if a 
borrower’s income fell below a certain level, e.g., because of illness, his 
obligation for the year might even be completely forgiven.) 

We anticipate that this would make students much more willing than 
they currently are to borrow for higher education. Students from low- 
and middle-income families would no longer be at a significant financial 
disadvantage in seeking higher education and would be almost as free as 
students from wealthy families to choose among the colleges for which 
they are academically qualified. As a result, the proportion of low- 
income students attending college might increase appreciably and the 
proportion able to attend colleges well suited to their needs might in- 
crease substantially. 
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2. By spreading repayment over CO or 40 years instead of 10, the 
Bank would make it feasible for individuals to borrow much larger sums 
than are currently allowed. Estimates in the Appendix suggest that the 
Bank could break even if it charged borrowers 1 percent of gross in- 
come over 30 years for each $3,000 borrowed. Currently authorized 
loan programs have a 4-year maximum of $5,000. Five thousand dollars 
will not cover subsistence and tuition expenses for 4 years at most resi- 
dential colleges or at most private commuter colleges. 

The Bank would be able to lend enough to cover subsistence and 
tuition at any college. This would currently mean a 4-year maximum 
loan of at least $15,000, rising in subsequent years. We doubt that many 
students would choose to borrow this heavily, since this would mean 
committing about 5 percent of their future earnings. Nonetheless, the 
option would be available to the poor but ambitious student who 
wanted to attend an expensive private college but could not obtain 
adequate scholarship assistance. 

3. The availability of loans would not be directly affected by the 
state of the money market. 

The Bank could differ from existing Federal loan programs in another 
important respect: it could probably be financially self-sustaining. However, 
the Bank might also be subsidized by the Federal Government, in the same 
way that present loan programs are subsidized. The extent to which the 
Bank might be used as a channel for Federal subsidies for education could 
be easily adjusted by Congress at any time. The Bank itself would be both 
viable and useful whether or not it was subsidized. 

The Bank is not a substitute for other Federal , State , local , or private 
programs . Indeed, it is hoped that these programs would continue to expand. 

More details about the probable size and viability of the Bank are in- 
cluded in the Appendix. 
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Objectives 



The Bank is intended to : 

1. Increase the total financial resources available for undergraduate 
education. 

2. Increase the freedom of individual institutions to set their own 
priorities. 

3. Increase ihe viability of private institutions of higher learning. 

4. Increase the number of students from low-income families attending 
college. 

5. Increase the probability of good matching of low- and middle-income 
students with institutions suited to their needs. 

6. Increase the extent to which students can take responsibility for their 
own education, instead of depending on a ‘Tree ride” from either 
their parents or the Government. 

7. Reduce demands by middle-income parents that expenditures on 
their children’s higher education be made tax deductible. 

8. Reduce the disparities in opportunity between rich and poor States. 

We will take up these objectives in turn and then discuss possible disad- 
vantages and alternatives. 

Increasing Total Resources for Higher Education . The country is in- 
creasingly committed to making it possible for each citizen to receive all the 
education he desires and is capable of absorbing. To accomplish this as 
regards higher education^ additional funds are essential for: 

a. Maintaining the quality of education in existing institutions in the 

face of rising costs of all sorts. 

b. Expanding existing institutions and creating new ones to serve the 

needs of the increasing percentage of a rising population who will be 

studying beyond high school. 

In addition, improvement in quality of education at all but the richest 
institutions requires additional funds. There are four possible sources for 
these needed new funds : 
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State and municipal governments, which are likely to increase their 
effort, but probably not at the necessary rate except in the unlikely event 
that there are dramatic changes in their tax structures. 

Private philanthrophy, which provides a steadily declining (though still 
important) share of total costs. 

The Federal Government, which is under increasing pressure to make 
general support of higher education a permanent part of the Federal 
budget. 

The student (and/or his family or other sponsor) . 

The Ed Op Bank plan uses the Federal borrowing power to make it 
rea^ table and feasible for a larger percentage of the institution’s cost of 
providing education to be charged to the student in the form of an increase 
of tuition and room and board charges to something closer to their actual 
cost. At present the price of higher education — the amount paid by the 
student or his sponsor in the form of tuition and subsistence — covers sub- 
stantially less than the total cost per student. In 1963-64, the cost per 
student averaged about $2,850 — about $1,500 for instruction and about 
$1,350 for subsistence. The price averaged about 60 percent of the cost — 
about $500 for tuition and $1,200 for subsistence. 1 

On philosophical grounds there is room for debate about whether a 
price increase, as opposed to subsidy, is desirable. Many educators argue that 
the principal beneficiary of higher education is not the individual student, 
but society as a whole. They therefore argue that society as a whole should 
pay for hirher education through taxation (by this they almost always 
mean educational costs, but not subsistence ) . Others argue that society as a 
whole already pays for the benefits it receives from higher education, by 
paying a premium for the services of those who have been to college. This 
premium may, however, be less than the true value of the benefit. The value 
of medical education to society, for example, may not be adequately meas- 
ured by the difference between what a man earns if he goes to medical school 
and what the same man earns if he does not. Similarly and more probably, 
the service teachers render society may be worth more than the salaries they 
receive. Even if the average teacher is paid as much as his services are worth 
to society, giving a teacher high-cost, high-quality education may increase 
his value to society by more than the rather modest salary advantage he 
usually gets as a graduate of a “good” college. 

Unfortunately, there is no good empirical way to judge what fraction of 
the benefits of higher education accrues to college alumni in the form of 

1 These estimates are very approximate. See USOE’s 1966 Digest of Educational 
Statistics for estimates of enrollment, income, tuition, and charges. Federally financed 
research has been excluded from institutiona’ expenditure in computing costs per 
student, as have self-financing dormitories and dining halls. Estimates of subsistence 
costs are from Lansing, Lorimer, and Moriguchi, How People Pay for College (Sur- 
vey Research Center, Institute for Social Research, the University of Michigan, Ann 
Arbor, Mich., 1960). It is unclear to what extent scholarships, federally subsidized 
loans, federally subsidized jobs, subsidies to the construction and operation of dormi- 
tories shift the cost of student subsistence to others. Our estimate of 12 percent may be 
low. The figures above do not include cost of new construction. 
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higher salaries and what fraction accrues to society in the form of better 
services at given salary levels. The present distribution of the costs of higher 
education (i.e., about 60 percent to the individual and about 40 percent to 
society through taxation, philanthropy, and the like) may or may not be 
equitable. We have no way of knowing. Nor has equity of this kind been a 
principal consideration in setting the price of higher education. Both public 
and private subsidies have rather been justified primarily on the grounds 
that increasing the price to the student would bar many deserving students 
from college entirely. 

Whatever the dictates of equity, it seems clear that society is not generally 
willing to allocate sufficient tax resources to provide high-quality under- 
graduate instruction at a low price. Unless their own children happen to 
be attending college, relatively few taxpayers feel they benefit from improve- 
ments in educational quality. The result is that in only a few cases have 
legislators been willing to provide money on the scale necessary to foster 
high quality. This problem is particularly acute for those institutions which 
are most dependent on tax subsidies and pass on the smallest fraction of the 
total price to the student; namely, the much-needed public junior college. 
A practical way to obtain sufficient funds to provide high-quality education 
is to raise the price to the individual beneficiary — the student. In doing this 
one must ensure that price increases will not exclude students with low- 
income parents from college. The Bank should ensure this, while bringing 
a number of other advantages discussed in this report. 

Freeing Colleges to Set Their Own Priorities. Most of our colleges, like 
weak industries, find that trying to balance income against expenses is touch 
and go every year. And like weak industries they cannot expend much of 
their resources on research in product improvement. While a vigorous in- 
dustrial enterprise may spend 5 percent of its resources on product research 
and development, our educational enterprise spends less than 0.2 percent 
on research and development of its primary product, education. Con- 
sequently, we have seen neither great improvement nor decline in cost of 
the product. 

So long as both public and private institutions feel obliged to keep prices 
as low as possible, their capability to innovate depends largely on what out- 
side agencies are willing to finance. This problem is particularly acute in 
public institutions, which get almost all their funds from State legislatures 
and the Federal Government. In recent years, however, private institutions, 
too, have become increasingly dependent on the Federal Government and 
private foundations for support of internal improvement. While these exter- 
nal agencies have often encouraged improvements which the institutions 
would not have undertaken on their own, they have also declined to support 
some changes which the institutions regarded as urgent. We believe that 
additional income from students can be a major source of support for such 
innovations in both public and private institutions. 
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Adequate financial resources do not, of course, insure innovation or higher 
quality in a given institution. However, the competition created by the 
freedom of students to choose their institutions (discussed below) and the 
increased opportunity for any institution to create striking new programs or 
to improve old programs should stimulate improvement in postsecondary 
education. 

It has been argued that having the students pay a larger share of the cost 
of education could make colleges too dependent on those students who have 
unsophisticated ideas about what kinds o f education they need. While there 
would be considerable danger in making higher educatiton entirely respon- 
sive to market pressures, just as there is in making it entirely responsive to 
governmental and philanthropic pressures, most other forces, including 
Federal expenditures for higher education (notably those for faculty re- 
search), have the effect of making higher education less responsive to the 
expectations and desires of undergraduates. Increasing the relative economic 
influence of students would only help to redress a current imbalance. 

Increasing the Viability of Private Institutions of Higher Learning . The 
present trend in higher education is for the number of students attending 
private institutions to diminish steadily relative to the number attending 
the public institutions. In recent years the shrinkage has been about one 
percent per year. This means that, if present trends continue, private in- 
stitutions will be enrolling no more than one-fifth of all students by 1980. 
The reason fc this is clear. The ratio of private to public college prices 
has changed dramatically in the past decade. From 1928 to 1956, the ratio 
had been relatively constant at 1.5 or 1.6 to 1. Since then it has risen to 
2 to 1. As a result many private institutions will have either to close or to 
hand themselves over to the States. 

We believe that the private institutions, both large and small, have been 
important sources of quality, diversity, and innovation in higher education. If 
the present trend continues, these sources may largely be lost. Allowing the 
price of education, at both public and private institutions, to rise to something 
closer to its actual cost, as would be made feasible by the Bank, should alter 
this trend. 

Increasing the Number of Low-Income Students Attending College . The 
Bank would make borrowing more attractive to students from low-income 
fainiiies. These students’ expectations concerning their future incomes are 
lower than those of the more affluent. Thus they are more reluctant to incur 
substantial debts which will have to be repaid soon after graduation (or 
dropping out) . A contingent-repayment loan, repaid by a percentage of fu- 
ture earnings, large or small, should be less frightening. Thus the Bank should 
increase the proportion of low-income high school graduates going to col- 
lege, It should also give the student from a low-income family nearly the 
same freedom in choosing a college that a student from a high-income 
family now has. 
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The Bank might also have a significant effect on the proportion of low- 
income students finishing high school. If students knew that higher educa- 
tion was available to them at no immediate cash cost — and knew this even in 
seventh or eighth grade — they might be more readily convinced that finishing 
high school was worthwhile. Indeed, opening the possibility of college to 
everyone should also have important psychological effects on children from 
poor families, their parents, and their teachers from the beginning of the 
child’s life. The resulting need to prepare such students for college might 
have a positive effect on school programs. 

Matching of Students and Institutions. An increasing fraction of students 
have little or no choice about where they enroll. They must attend com- 
muter colleges or, failing that, residential colleges near home. Most of these 
institutions do not have funds adequate to enable them to offer instruction 
suitable for the entire range of students. If, however, commuter colleges 
were able to raise their price, they would be in a position to improve their 
instruction. 

If all students could choose freely among institutions for which they are 
academically qualified, two things might happen. Appreciable numbers 
of students who now feel constrained to attend colleges within commuting 
distance might go to residential colleges. Some argue that this is highly 
desirable, especially for lower income students, even if the formal instruction 
is identical, since a considerable part of the value of college for some comes 
from widening one’s horizons by being away from home. In addition, a 
larger number of able students would apply to better colleges without re- 
gard to location. These ooV.eges would be able to select their students more 
on the basis of promise and less on the basis of parental income. More of 
the ablest students would thus get an education suited to their capabilities 
than is now the case. 

Making Students Responsible for Their Gum Education . The present 
organization of higher education tends to prolong adolescence. Students 
continue to be dependent on their parents and, in many cases, on their 
colleges until well into their twenties. Most students regard higher education 
as something which somebody else gives them, rather than something they 
have to get for themselves. This is probably related to the fact that other peo- 
ple (parents, taxpayers, alumni) pay most of the cost. If students, starting 
at age 17, were able to borrow against future income to buy their education 
in an open market, both real and psychological dependence on adults could 
be appreciably reduced. Students would be free to take responsibility for 
their own lives and to make important choices for which they would take 
the consequences. Every student would be in much the same position as a 
returning GI, who has an “education benefit” to spend as he chooses. Such 
students tend to take college more seriously, and colleges tend to reciprocate. 
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Reducing the Demand for Tax Deductions Among Middle-Income Par- 
ents . Current proposals to make parental expenditures on higher educa- 
tion tax deductible have almost nothing to recommend them. They provide 
almost no advantage to the poor parent who is taxed at a low rate. They 
provide the maximum advantage to rich parents taxed at high rates. They 
therefore provide incentive to expensive colleges to increase tuition further, 
while providing minimal incentive to inexpensive colleges to do so, thus 
increasing economic segregation in higher education. 

Nonetheless, demands for tax deductions reflect a real feeling of anxiety 
and resentment among middle-income parents, many of whom find they 
cannot, in the face of rising prices, give their children freedom to attend 
whatever college they can qualify for. The Bank would enable such parents 
to transfer part or all of the burden to their children. While we would not 
expect most middle-income parents to go to the latter extreme at first, since 
they are habituated to the idea of taking responsibility for their children 
through college, this pattern might well change. 

Reducing the Gap Between Rich and Poor States. Relatively few students 
can afford to attend institutions outside their home State, since private resi- 
dential colleges are very expensive, and even public ones charge out-of-State 
students substantially more than they charge “natives.” These protective 
tariffs have the unfortunate effect of confining most students to their home 
State, even if the State is very poor and has relatively inadequate institutions 
of higher learning. The Bank would not solve this problem, but it would 
alleviate it in two ways. First, students could more freely leave their home 
States if they wished to do so. Second, institutions in poor States could raise 
tuition, since the amount their students could spend on higher education 
would depend on estimates of national rather than local average income. 
This would tend to equalize college prices and hence raise college quality 
in poorer States. 

Possible Disadvantages 

Part of the Bank plan is to enable both public and private colleges to raise 
tuition. Those students who were reluctant (e.g., some of the very poor) 
or ineligible (foreign students) to borrow from the Bank would therefore 
find it harder to attend college. This argument, however, applies to all loan 
programs. Special arrangements for such students are discussed later. 

The program might slow the growth of both State and private support 
for higher education. The same can be said about any program of Federal 
assistance. If alternatives such as the Bank can be found, slowing the growth 
of Sta + e support may be desirable, since ( 1 ) it rests on regressive taxes, (2) it 
is usually available only to State-controlled and not private institutions, and 
(3) State resources devoted to higher education must generally be diverted 
from other equally urgent needs. In 1963-64 private support was $0.6 
billion, about 6 percent of all college receipts. It is not clear that new sources 
of income would seriously diminish this private support; appeals for funds 
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to finance Innovation might well prove to be more attractive than pleas for 
help in reducing operating deficits. 

Enabling poor but talented students to go to selective colleges might leave 
the unselective and piediocre colleges with even fewer able students than 
they now have. This would make it harder for the unselective colleges to 
attract faculty, arid harder for the students who had to attend such colleges 
to get a good education. This argument has some weight, but we do not 
think persuasive, for we do not think it fair to ask poor but able students 
to go to poor colleges in order to improve those colleges, especially when 
no comparable sacrifice is asked of the rich but able. 

Possible Alternatives 

Federa, assistance to the States , either through grants {or higher education or 
general purpose grants along the lines advocated by Heller and Pechman 

The difficulties here are several. First, such grants would probably do little 
to give individual institutions more flexibility or autonomy. Second, such 
grants would do nothing to widen the range of collegiate choices open to 
most students (since provision for subsistence is unlikely) . Third, such 
grants would do nothing to mak^ students more responsible for their own 
education or to make institutions more responsive to their students. On the 
contrary, they would accelerate the trend in the opposite direction. Finally, 
such grants would generally do very little for private institutions. 

Subsidy of institutions on a per-student basis 

Although attractive to institutions, per-student subsidies are unlikely to 
give the colleges more than a fraction of the money that they could obtain 
from a tuition increase of the size made practicable by the Bank. Moreover, 
the second and third objections above apply here with equal force. 

Federal grants for improving undergraduate programs 

We regard such support as a very desirable complement to the Bank pro- 
gram, rather than as a substitute. As has been indicated above, we expect the 
Bank program to exert pressure to improve quality of education; some of 
the Government money that might otherwise have gone into general aid 
could now be gwen specifically for improving quality. Such a program can- 
not be thought of as equivalent to the Bank since it makes no provision for 
increased student opportunity, choice, and responsibility. 

Federal assistance administered on a programmatic basis through a <c Uni- 
versity Grants Committee” arrangement comparable to Great Britain’s 

There is little reason to think that a massive program could be better ad- 
ministered on a national basis by a committee than by a Federal agency. 
(The British system works mainly because there are so few universities.) Nor 
is there any reason to believe that Congress would give such a committee 
autonomy in allocating money between institutions (and hence between 
congressional districts) . 
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Questions Requiring Further Study 

Prospective high earners 

In order to insure students against the risk of a low adult income, the 
Bank must either make a profit on those students who earn high adult in- 
comes or else obtain a Government subsidy. If the Bank is to be self-sustain- 
ing, gains from high earners must offset losses on low earners. This raises the 
possibility that prospective high earners would mostly choose to finance their 
education in other ways, depressing the median income of the Bank’s bor- 
rowers and reducing the amount it could lend on a given percentage of fu- 
ture income. One solution would be to lend only to good risks. This would 
defeat a principal objective of the Bank. The other would be to make Bank 
loans attractive even to those who have a good chance of doing very well. 
In order to do this the Bank would have to come fairly close to matching 
the terms on which loans are at present available to such students. (It need 
not quite match them, since no student is certain he will become rich, and 
many with excellent prospects would be willing to pay something for the 
insurance feature, and the maximum amount available under present plans 
falls considerably short of maximum needs.) 

Present federally guaranteed loans are repayable at 6 percent annually, 
over 10 years. (If the adjusted income of the borrower and his family was 
below $15,000 at the time the loan for the next year was made, the Govern- 
ment pays the full interest until 9 months after graduation and half the in- 
terest thereafter.) We therefore propose that the Bank allow its borrowers 
to treat their debts as 6-percent loans if they wish. A borrower who found 
himself paying back much more than he had received should always have 
the option of paying off the entire loan, plus interest compounded at 6 per- 
cent annually. Very few of those who borrowed heavily while in college would 
be in a position to repay soon after graduating. Even those who could repay 
would be unlikely to do so, since during the early low-income years the an- 
nual payments would seem quite low compared with the large lump sum 
owed. More borrowers might decide to buy out in their late thirties and 
forties, but by then the compound interest would have mounted very sub- 
stantially, and it might begin to seem easier to go on paying small sums for 
a few more years. In any event, the Bank would realize a substantial profit 
on those who bought out at this stage, for it would have borrowed money 
for them at around 4 percent while getting 6 percent back. 
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The relationship of scholarships, fixed repayment loans , and contingent 
repayment loans 

If students can buy out of the contingent repayment loan scheme by treat- 
ing it as if they had received a fixed repayment loan, the program is, in effect, 
both a contingent and a fixed repayment one. It could, and we believe should, 
subsume existing Government-supported fixed repayment programs. If a par- 
tially subsidized loan program is available to all in competition with an 
unsubsidized Ed Op Bank program, then middle-income students who re- 
quire small loans would borrow primarily from the subsidized program 
while the low-income student, who needs a large loan, would have to borrow 
from the Bank. This might seriously affect the financial viability of the Bank. 
However, we do not advocate that the funds now devoted to subsidizing 
loans be withdrawn from education. Rather we stress the importance of 
maintaining and expanding existing scholarship and work-study programs 
in order to aid low-income students who might view borrowing their total 
needs an excessive burden. Money now devoted to loan programs should be 
rechanneled into scholarships and other direct subsidies. 

Maximum loan 

We believe strongly that the maximum loan should be large enough to 
permit any student to attend a college that has accepted him, regardless 
of his financial circumstances. The loan should be sufficient to allow him to 
make his choice on educational considerations rather than financial ones. 
It must cover tuition and subsistence (including the cost of subsistence for 
students living with their parents or the cost of supporting a family in those 
cases where the student has one) at even the most expensive schools. If the 
maximum is set low , as it is under present programs , one of the prime ob- 
jectives is defeated , since students lose their freedom of choice. 

Since a student would have to obtain a certificate of enrollment at a 
college in order to obtain his loan, the maximum size of his loan might vary 
according to the stated tuition at that college. We question whether students 
should be able to borrow in order to replace earnings foregone except per- 
haps in cases of extreme hardship where the student must help support 
parents or others, and then only if these subsistence costs for dependents can- 
not be met by direct subsidy programs for the hard-core poverty group. 

Eligible institutions 

We would favor the broadest possible definition, including at least those 
eligible under the National Defense Education and Higher Education Fa- 
cilities Acts, as well as schools of art, music, dance, theater, and the like. 
A major aim should be to give the student as much freedom as possible in 
his choice of field of study. 

Administration 

The most promising mechanism appears to be a separate agency operating 
outside the regular Federal budget but empowered to issue bonds backed by 
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the Federal Government. This agency might or might not receive annual 
subsidies from Congress. The most feasible means of collection seems to be 
by the Internal Revenue Service. The Bank plan requires only minimal 
Government involvement, leaving most decisions with the institutions and 
the students. 

Federal subsidies 

If the Federal Government paid part of the interest on bonds issued by 
the Bank, the Bank could advance money to students on even more attractive 
terms than would otherwise be possible. It could not, however, guarantee 
that these attractive terms would be available forever without obligating 
future Congresses to subsidize the Bank. Congress could, however, make 
an annual decision to reduce borrowers obligations by a fixed amount^ which 
might vary according to the state of the economy and the political climate. 
It is not clear, however, why any of the obligation should be forgiven. If 
the aim is to make the loans more attractive to students who might other- 
wise not go to college, the same objective could be achieved by offering a 
partial scholarship in tandem with an unsubsidized loan. Subsidies to the 
Bank, on the other hand, would go to the least needy as well as the most. 

Women 

Women pose special problems because upon marriage many of them 
either stop earning altogether or temporarily halt their incomes during the 
years of bearing and rearing children. For these reasons and because of 
continued disparities between men’s and women’s salaries, the lifetime in- 
comes of college women appear to average about a third of those of men. 

Because of these differences, women’s repayment rates could be calculated 
separately from men’s, in which case women would have to pledge 3 percent 
of their future incomes to get the same amount of cash that a man gets by 
pledging 1 percent of his income. This seems unfair to career women, espe- 
cially to teachers. It also seems likely to reduce the number of women en- 
tering college, smce tuition would rise as men’s ability to pay increased. 

If the repayment rates were the same for both men and women, many 
women would never have to repay the full amount. Knowing this, they 
might feel relatively tree about borrowing, and tuition and other costs at 
women’s colleges might be differentially affected. 

A third possibility would be to require all borrowers, men and women 
both, to pledge a percentage of their future family income. Although women 
might in theory be reluctant to accrue laige debts that would have to be 
assumed by their husbands, women have taken National Defense Educa- 
tion Act loans in proportion to their numbers in college. (This may, how- 
ever, reflect the fact that the 50-percent “teacher forgiveness” feature of 
National Defense Education Act loans makes them especially attractive to 
women. ) A woman might be given the option of paying only on her own in- 
come if she filed a separate income tax return, while having to pay on her 
husband’s income if she filed jointly. Most families would find they save 
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more by filing a joint return and helping pay the wife’s obligations than 
by filing separately. There are various other possibilities which should be 
considered in a further study. 

Starting 

We do not anticipate extremely heavy demand for Bank loans during 
the first few years, and we therefore doubt that the total borrowing of the 
Bank in these years will need to be very great. Loans during the first year 
might well total less than $1 billion. But we also anticipate that as the idea 
catches on the volume will rise sharply. This could conceivably happen in 
the first year. If every undergraduate were to borrow enough to finance the 
present full price of attending college, the Bank would have to lend about 
$7 billion in its first year. Fearing some such unexpected development, Con- 
gress might insist on setting an upper limit on the Bank’s borrowing author- 
ity. If demand exceeded this limit, loans would have to be rationed. 

There are a number of possible ways to ration funds. The maximum 
loan to individuals could be limited. We oppose this because one of the 
most important features of the program is that it enables students to borrov: 
large sums to attend high-quality, expensive colleges. Most other alterna- 
tives also have drawbacks. A means test would fail to serve the needs of 
the middle-income family, lose the psychological advantages to less needy # 
students, and probably require a higher repayment rate. An “academic / 
aptitude” test would exclude most applicants from low-income families. 
Institutional quotas would freeze the present distribution of students among 
institutions and prevent the very market adjustments which we see as a 
prime objective of this program. State quotas would succeed in passing the 
buck to another authority, but would solve nothing and perhaps create 
additional inequities. Tampering with repayment rates would probably 
have a limited effect on demand. A lottery would work only if total demand 
were measurable before the first leans were made and would make the 
Bank less effective in reaching persons who would not otherwise have 
gone to college. First come, first served has many advantages, but favors 
the more foresighted middle-class applicant from a school with a shrewd 
college counselor. If an initially low maximum must be set for some reason, 
our preference would be to start with freshmen and then expand the pro- 
gram to include an additional class each year. 

Closing down 

If for some reason the program did not work, new loans could always 
be withheld. It would, however, be difficult to close the program down en- 
tirely, since outstanding loans would have to be collected over a 30-40 year 
period — unless a bargain “buy-out” plan were regarded as preferable. 

Length of obligation 

The effect of different periods of obligation on borrowing and repayment 
rates is shown in the Appendix. A long repayment period is, as has been 
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discussed * an essential feature of the plan. The exact length* which might 
be shorter for people who undertake study later in life* is a question for study. 

Economic impact 

The effect of a multibillion-dollar loan program on the money market* 
interest rates* and overall economic stab lity requires further study. 

Emigrants 

Emigration of persons who have received money f rom the Bank poses 
special problems. 

Dropouts 

Students who drop out of college without taking a degree have poorer 
income prospects than those who graduate. They are also more likely to 
have borrowed from the Bank. On the other hand* a large percentage of 
present dropouts cite financial difficulties as the ca’ise of dropping out and 
thus the Bank might well cut the dropout rate substantially. 

Graduate students 

While the logic of the program applies to graduate as well as under- 
graduate students* the cost of graduate education in the arts and sciences 
is so high in relationship to the returns to the individual student that it 
may not be feasible to extend the program to graduate students. In pro- 
fessional schools like law and medicine* on the other hand* such a plan seems 
workable. 

The very poor 

As has been mentioned, students from very poor families may be reluc- 
tant to take on even a contingent-repayment obligation* and special measures 
may be required. Study of experience in present loan programs should be 
useful. 

Foreign students 

Raising the price of education will affect the inflow of foreign students. 
Existing scholarship funds could be applied more heavily to support of 
foreign students* as has* indeed* to some extent already happened. Special 
subsidy might be found to be in the national interest. 

Actuarial errors 

Predictions of income 30-40 years into the future for particular classes 
of individuals are obviously uncertain. The Bank could find itself in the 
awkward nosition of having seriously overestimated revenues. Several 
methods could be used to guard against this danger. 

a. The Bank could be very conservative in calculating the sums 
which it would lend against a fixed percentage of future income. Then 
if it began to accumulate a surplus* this could be repaid to the borrowers 
as an annual “dividend’ 3 comparable to those paid or. GI insurance. 
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Alternatively, the borrower could be held to his annual obligation, but 
if his college cohort repaid its total obligation before the 30 or 40 years* 
commitment was up, payments could be terminated a few years ahead 
of schedule. A third possibility would be to plow such profits back into 
the Bank, offering better terms to the next generation of borrowers. 

b. The Bank could cover any errors made in the first few years by 
overcharging subsequent borrowers. This would not work if the initial 
errors were serious, since students could refuse to take Bank loans if 
the terms became too unfavorable and they knew they were paying 
for the Bank’s mistakes with a previous generation. But such adjust- 
ments could cover minor miscalculations. 

c. The Bank could fall back on other federal revenues if its calcula- 
tions proved overly optimistic. 
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Appendix — Financial Calculations 



In 1963-64 students payed $1.9 billion in tuition and fees to institutions 
of higher learning, while $4.1 billion was provided by Federal, State, and 
local governments, endowment earnings, gifts, and other sources, exclusive 
of Federal support of research. In addition, students spent perhaps $4.5 
billion for living expenses. We expect that one effect of the Ed Op Bank pro- 
gram would be to make the price to the student of higher education more 
nearly in line with the cost. Allowing also for increasing enrollments, it 
seems likely that the total price of higher education will become about 1.5 
percent of the gross national product (GNP) . If we assume that the college- 
educated segment has more than hai the total income of the Nation (we 
expect to give a college education to at least half the population), we find 
that the college educated would pay between 2 and 3 percent of their income 
in return for their education. This rough analysis is borne out by the more 
detailed projections discussed below. 

Let us assume that the growth in salaries is exactly the :ome as the inter- 
est rate at which the Bank can borrow money. (This is a fairly realistic 
assumption; at present these rates seem to be within a small fraction of a 
percent of one another.) On this basis the Bank could lend $3,000 to a stu- 
dent now in return for 1 percent of his income in the first 30 full years 
after graduation. The mean full price of a college education is now about 
$6,000, so a student could borrow the price of 4 years at college for 2 percent 
of his future income. This figure is consonant with our previous estimate 
because of the effect of women. 

Women present a peculiar problem because their expected incomes are 
only about a third of men’s. Our tentative solution is to require a husband 
to pay his wife’s percentage if he and his wife file a joint income tax re- 
turn. Hence a college man with a college wife who had both borrowed the 
average price of a college education would pay 4 percent of their joint in- 
come for 30 years. If both had borrowed the full cost of 4 years at an ex- 
pensive college, the figure would be about 10 percent. 

It is impossible to give a completely accurate picture of the price of loans 
under this scheme without a very comprehensive study based on data which 
are not now available. To get a general picture, however, we have prepared 
a table of amounts to be lent under varying assumptions about repay- 
ment schedules and the relation of salary growth to interest. We have 
assumed that repayments are required over 20, 25, 30, 35, or 40 years and 
that the growth rate of salaries is 1 percent more, the same as, and 1 percent 
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less than the interest rate. The following table shows the arnoint the Bank 
would advance against a commitment of 1 percent of income for the speci- 
fied number of years. 





Salary growth rate 


Number of years of repayment 










1 percent 


Same as 


1 percent 




less than in- 


interest 


more than 




terest rate 


rate 


interest rate 


20 


$1,615 


$1,815 


$2, 045 


25 


2, 095 


2, 419 


2, 803 


30 


2, 538 


3, 007 


3, 580 


3: 


2,912 


3, 528 


4,303 


40 


3, 190 


3, 934 


4,895 



These numbers are based on data for 1965. They will increase each year 
as salaries grow. 

We must also estimate how much money has to be borrowed to operate 
the plan. Assume a 30-year repayment schedule. Using uncertain projections 
of the price of college education and the number of college students, and 
assuming one-third the price of undergraduate education will be financed by 
the Bank after a few years, we obtain the following estimates of amounts 
to be lent during the first years of the program, which we assume starts in 
the academic year 1968-69. 



Year 


New loans 
(billions) 


Repayments 

(billions) 


Outstand- 
ing, includ- 
ing 4 
percent 
interest 
(billions) 


Outstand- 
ing as a 
percent of 
GNP 


1968-69 


$0. 7 




$0. 7 


0. 1 


1969-70 


1. 1 




1. 8 


2 


1970-71 


1. 5 


« 


3.4 


.4 


1971-72 


2. 1 


0 ) 


5.6 


. 6 


1972-73 


2.7 


(9 


8.6 


.9 


1973-74 


3.4 


$0. 1 


12.3 


1.2 


1974-75 


4. 1 


. l 


16.8 


1.6 


1975-76 


4.5 


. 9 


21.8 


2.0 


1976-77 


4.8 


. 2 


27.3 


2.4 


1977-78 


5. 1 


.3 


53. 2 


2.8 


1978- -9 


5.5 


.4 


39.6 


3.2 


1979-80. 


5. 9 


. 5 


46. 6 


3. 7 



1 Some repayments will be received in these years but less than $0.05 billion. 
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Projections in dollars beyond this range seem to be so highly speculative 
as to be pointless. However, there are some gross projections which are less 
sensitive to price fluctuations. Assuming the population of the country 
stabilizes, then the number of college students will stabilize and the Bank 
fund would also. Then new loans plus interest on the outstanding debt would 
be balanced by the repayments to the fund. Depending on the number of 
years for repayment we can predict the ratio of the total amount outstand- 
ing to the amount lent in a single year. 



Number of years ( Total Bank cre dit) 

of repayment (7 year 3 s total loan) 



20 

25 

30 

35 

40 



11.8 

14.2 
16.8 

19.3 
21.2 



Suppose for example, the repayments are on a 30-year schedule. If the total 
amount of loans for 1 year is one-third the cost of higher education or 
C.5 percent of the GNP, the total amount of Bank loans outstanding will be 
about (16.8X0.5 = ) percent of the GNP. This figure should be compared 
with the present total of nonfarm mortgage credit which amounts to about 
30 percent of the GNP. 
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